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New Business Formation and Underlying Economic Factors
Abstract
The formation of new business affects the economy as a whole, but analyzing local economies can help
these specific regions distinguish what factors affect their new business formation. Studies have been
conducted on a national scale, but not many have been conducted on local levels in certain areas.
Different economic factors could affect different regions in different ways. Knowing the specific
economic factors that correlate with new business formation in specific regions could be valuable to
building a strong local economy. I will be analyzing data from Illinois, and trying to find out if variables like
income per capita, unemployment rate, recession time periods, or existing firms affect new business
formation.
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I. INTRODUCTION
        
   Ǥ  ǡ ǡ   
Morgan Chase are all major companies today that
 ǡ
small startups or evolved through a small startup.
 Ǧ
ǡ 
  Ǥ 
  ǡ     Ǧ
    ǡ ǲ  ʹͲͳͷ   
  Ǥǳ
ȋ    ǡʹͲͳȌǤ   
ͳǤͻΨ 
 ȋ
  ǡʹͲͳȌǤ     
the companies grow. This is explained when you look
 ǡǲ ʹͲͲͻ
ͳͻͻ͵ͷǤͺǦ
 ȋͷͶǤͶ ΨȌ    ͳͲǤʹ  ǳ ȋǦ
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   ǡ
       ǡ
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ǤǤ ͲͺͲΨ
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ǡ
formation promotes innovation and competitiveǦ
Ǥ     ϐ   
enter an untapped market, creating a new version
of an existing product, or creating a new product
or service altogether. Each one of these options has

ϐ       Ǥ  
   
  ǡ ǡ  Ȁ
products. These new entrants can enhance the qualǦ
  Ǥ
     
produces keeps exiting companies motivated to keep
enhancing their product so that they can continue to
  Ǥ     Ǧ
ǡ
type of differentiating component to their company
to survive, and this helps to enhance the technoloǦ
  ǡǲ ȏǥȐ
      ͳ͵  
ϐǳȋǡʹͲͳʹȌǤǦ
ness formation helps advance the economy.
       
 ǡ
ǡ
what economic factors seem to coincide with new
 Ǥ      
on a national level, and they found that in times of
       ǡ
ǲ
period from March 2008 to March 2009 is a record

        
 ͳͻͻͶǳȋǦ
 ǡʹͲͳͲȌǤʹͲͲͺʹͲͲͻǦ
od was during the Great Recession, the largest recesǦ
sion since the Great Depression. Looking forward,
can we distinguish whether a certain economic facǦ
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tor or group of factors determines what promotes or
 ǫ 
or unemployment rate have a strong correlation
   ǫ  
promotes the new development of startup compaǦ
 ϐ  
make on the immediate state of the economy and the
future.
  Ǧ
ǡ   
 ϐ  
     Ǥ  
       ǡ   
          Ǧ
eas. Different economic factors could affect different
Ǥ ϐ  Ǧ
   Ǧ
 ϐ  Ǧ
  Ǥ 
 ǡϐ
income per capita, unemployment rate, recession
 ǡ   ϐ    
formation.

          
  ȋͳͻͺͺȌǤ     
market, they create more competition. This in turn
     ϐ  
ϐϐ ϐ 
 Ǥ  ǤǤ
 ǯ       
D.B. Audretsch (1995). This work explores how new
ϐ ǤǦ
         
ϐ  Ǥ Ǧ
     ǡ  ϐ
      ϐ  
processes or products. Due to this lack of interest in
ǡ
penetrate the market and offer a product or service
that is superior to those of the existing companies.
ϐ  Ǧ
tent conclusion from the empirical work exploring
  Ǧ
Ǥ  
           Ǧ
ness formation in each of these markets. Many of the
 
 Ǥ
Despite the challenges as previously mentioned,
some researchers have had some success drawing
   ǤϐǦ Ǧ
    
 ȋͳͻͻȌǤͷǤ
Ƭ
Ǥ        
 Ǥ  Ǧ
ated a panel set of data and ran panel regressions
against it. Birch found that when trying to improve
employment, policy makers should focus on creatǦ
        Ǥ


II. LITERATURE REVIEW
       
in many different ways. Because of these effects,
 
a variety of angles. The primary seminal theoretiǦ
        
J.A. Schumpeter (1911). This seminal work looks at
structural change, and how existing companies are
 
ϐ  Ǥ  Ǧ
ǡ           
Ǥ
Evolving from this work comes the theory that
   ϐ     Ǥ
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is a tactic that local governments should strive to
pursue. Birch also found that strong local governǦ
ments create an atmosphere that is more conducive
 Ǥ
      Ǧ
    ǤǤ  ȋʹͲͲȌǤ  
ʹͳ ͳͻʹǦʹͲͲ͵ǡ
and it explored how new ownership was correlated
 ϐ  ǡ ǡ   Ǥ
Carree’s study ran regressions using a panel data set,
  
 
ϐ  Ǥ
and unemployment were varied, and thus it was
ϐ  Ǥ
         Ǧ
search looks at how underlying economic factors afǦ
 Ǥ 
        
ǡ ϐ 
   
factors. I am looking at the question from the oppoǦ
ǣ     
  ǫ     
  Ǥ
They use a panel set of data and run regressions over
a given period of time. The previous empirical reǦ
 
   ǣ    
ϐǤ ǡ
empirical works do not explore the same region, nor
 
the research in my study will have.

States Census Bureau in the Business Dynamic StaǦ
tistics section. The unemployment rates data was
       
Statistics, and Per capita personal income data was
found in the United States Bureau of Economic AnalǦ
 Ǥ      
         
 Ǥ   
  ǡ     
   Ǥ  ϐǡ  
ǡ  ϐ 
Ǥ
          Ǧ
lected annually from 1990 to 2014. These data sets
look at all 9 MSAs in Illinois, which are Bloomington,
Ǧǡ  Ǧǡ ǡ
Decatur, Kankakee, Peoria, Rockford, and SpringǦ
ϐǤ ǡ
and it is an area with a relatively high amount of
population with close economic ties throughout the
Ǥ 
ʹͶǡʹͳǤ

 Ǧǡ Ǧ
ʹͳǡͺͺͶǤͳʹȋ ͳȌǤ
 ǡ ǡͷǤͶͶǡ 
      ǡ
    ϐ  Ǥ 
ǡ
        
ͳʹǤͷȋ ʹȌǤ ǡ
 
 Ǥ
 Ǥ
 ǡǦ
ȋ ͵ȌǤ
A major piece of data that was not found for all 9
ʹͶǦǦ

III. DATA AND METHODS
To conduct this research, data was taken from
  Ǥ     
ϐ  
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od. This data could have helped take into considerǦ
 ϐ 
 Ǥ
with population, the data concerning differing tax
rates and legal standards in the various MSAs will
      ǡ   
     Ǥ    
ǡǦ
ror term, which is included due to the model not fulǦ
     
Ǧ
Ǥǡ
 
ʹͶǦǡ
  Ǥ       
  Ǥ
        Ǧ
rithm. This will help to induce linearity. The regresǦ
Ǥ
Ǥ
      
ȋ Ȍ
     ǡ 
ǡϐǡ Ǧ
Ǥǣ

  
ͻǤ

IV. RESULTS
The data collected was from the 9 MSAs in IlliǦ
ͳͻͻͲǦʹͲͳͶǤ Ǧ
verted in into logs to induce linearity of all of the
Ǥǡ
cross sectional regression using the data listed. This
  ʹͳ͵ Ǥ  ϐ 
ǣ
log(NBF) = a0 + a1log(per capita personal income)
+ a2log(unemployment rate)
+ a3ȋϔȌ
+ a4 ήɂit

The initial equation included income per capǦ
ǡ        ϐ Ǥ
I then ran the regression with the growth rate of
        ϐ 
again, which led to removing income per capita as
Ǥ  
out of the equation, I found that there were signs of
autocorrelation in the regression residuals and the
Ǧ     Ǥ  ϐ  Ǧ
ǡ  ǦǦ
 Ǥ      
 ϐ 
Ǥǡ 
 Ǧ      
Ǥϐ
next page.
As seen in the results, the parameter associated
with the unemployment growth rate is statistically
ϐ Ǥ       
ǣͳǦ 
increase in the growth rate of unemployment deǦ
ͲǤͳͳͻǤǦ

log(NBF) = a0 + a1log(per capita personal income)
+ a2log(unemployment rate)
+ a3ȋϔȌ
+ a4 ήɂit

         
      
         ʹͳ
   Ǥ    
help account for the equation not fully representing
      Ǧ
Ǥ
regression with this method, we can see which ecoǦ
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Estimation Results of New Business Entry

ǤͻͻͶǤͻͻǤͶΨ
Ǧ
 Ǥ  Ǧ  
 ǤϐǦ
ϐ
  Ǧ  ǡ   
Ǧ Ǥϐ
 Ǧ    ͳǤͺͳͶͶǤ    
        
ʹǤ Ǧ 
output is from a test of the null hypothesis that all
 ϐ ȋ  ǡ
 ȌǤ Ǧ 
3189.53, which means the null hypothesis is rejectǦ
 ϐ 
implied.
Overall, what was found was that areas with low
       Ǧ
Ǥ   ϐ ǡ
an argument that income levels in the MSA might
 Ǥ ǡ
having a high percentage of the population with
 Ǥ
ǡϐ
      Ǥ
Ǧ
ϐǡ
ǡ    Ǥ   
       
and continue to promote new entrants.

ϐǯǡ
 Ǧ
ϐ ϐ ȋǤǤ
 Ǧ      ͲǤͲͷȌǤ 
 ϐ
  ǣ  ͳǦ     Ǧ
ϐ ǤͷͷͶ
ΨǤ 
parameter associated with recessions is statistically
ϐ ȋǤǤǦ 
ͲǤͲͷȌǤ 
       ǡ
meaning, that when a recession is occurring, new
     ǤͲ͵ͳǤ  ϐ

with a lag of 1 year. The regression showed that the
 
ͳǦ ϐ ȋǤǤǦǦ
 ͲǤͲͳȌǤ 
ǡ
 ͳΨǡ 
 ǯǤͶͳͲǤ
 Ǧ     
ϐ   ǡ   Ǧ  

V. CONCLUSION
The data used in this research was collected from
ͻǯ ͳͻͻͲǦʹͲͳͶǤǦ
       
      Ǥ    
conducted using panel set data and running a cross
 Ǥ
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into logs. The unemployment rate had a negative
    Ǧ    Ǧ
ͲǤͲͳǤϐ
    Ǧ    Ǧ
  ͲǤͲͷǤ      
      Ǧ   
ͲǤͲͷǤǡ
with a lag year had a positive association with the
Ǧ ǤͲͳǤ
The existing literature on this topic ran regresǦ
     Ǥ  Ǧ
      
ǤǤȋʹͲͲȌ 
Ǥ
ϐ  
         ȋͳͻͻȌǤ  
that having a strong local economy helped attracted
Ǥ  ǡ Ǧ
     ǡ   Ǧ
ϐǤ
   ϐǦ
 Ǧ
ϐǤ
   ǡ     
served to look at how government policy affects
Ǥ Ǧ
ϐǡ ǡ      
Ǥ  
the idea that there is a momentum effect. When new
ǡǦ
es promote a higher level of entry in the future. HavǦ
         
area could play a major factor in overall economic
growth.
 ϐ       Ǧ
      Ǧ
ing into a market that has low unemployment. This
ϐ  

   ϐ     
in that area with a steady stream of income. This alǦ
lows for that population to have money to spend on
  Ǥ 
 
        ϐ Ǥ   Ǧ
cession, unemployment usually is high and growth
rates are low, which reduces consumption. The most
ϐ  ϐ     
ϐ
 Ǥ 
the momentum idea that was previously mentioned.
      
ǡ     ǡ 
 ϐ       Ǧ
   Ǥ     
ϐ  Ǥ
When CVS was looking for a new location, they tried
 ǡǲ ǡ
   Ǧ
ǡ   ǳȋ ǡ
ʹͲͳȌǤ ǡ 
 ϐǤǦ
 ǡ  
good. The scholar, Baumol (1988), explored the theǦ
ory that competition was great for companies, due
 ϐ  ǤǦ
tion is an important component of the economy, and
ϐ   
could help shape the future.
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APPENDIX
Figure 1: New Business Formation (1990-2014)
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Figure 2: New Business Formation (1990-2014)
without Chicago-Naperville
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Figure 3: New Business Entry and Unemployment (1990-2015)
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